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SRI LANKA — KEY ECONOMIC INDICATORS 


Money values in Exchange rates, SL rupees per U.S. Dollar: 
millions of rupees 1981 1982 
except where noted Year end 20.55 21.32 


PRODUCTION AND INVESTMENT 

GDP at Current Factor Cost Prices 79,337 91,643 15.5 133,637 
GNP at Current Factor Cost Prices 77,625 89,674 19.2 110 ,500 
Per Capita GNP at Current Prices (Rs.) 5,179 5,904 14.0 7,129 
GDP at Constant (1970) Prices 20,706 21,756 §.1 23,061 
Real GDP Growth Rate ($%) 5.8 Sal _ 6.0 
Gross Fixed Capital Formation 23,279 30,228 29.8 33,500 
Foreign Investment Approvals 1,622 1,361 1 2,500 


LABOR, EMPLOYMENT, AND WAGES 

Resident Population (Millions) 15. 

Labor Force (Millions) 

Unemployment (%) 

Minimum Wage Rates (% Growth) 

—-Agriculture . - 
--Industry and Conmerce - 12 
—-Government 17 


MONEY AND PRICES 

M-2 Growth Rate (%) 23 25 27 
Average Cost of Living Index (% Growth) 24 11 18 
Wholesale Price Index (% Growth) 17 | 15 
GOVERNMENT FINANCE 

Expenditures 31,094 38,097 23 49,119 
--of which Mahaweli Investment (3,851) (7,313) (90) (6,773) 
Revenue 16,228 17,809 10 25,734 
Budget Deficit 14,866 20,288 36 23,385 


BALANCE OF PAYMENTS (S$ Million) 

Exports, f.0.b. 1,065 1,029 -3 1,075 
--U.S. Share (146) (143) -2 (150) 
Imports, c.i.f. 1,877 2,012 7 2,050 
--U.S. Share (129) (218) 69 (150) 
Trade Balance 1/ -812 -983 ~ -975 
Current Account Balance -433 -566 - -550 
Gross Tourist Receipts 132 147 41 170 
Gross Private Remittances 230 278 21 320 
Foreign Aid Disbursements 383 428 12 540 
--of which U.S. 40 72 80 71 
Gross External Assets (Year End) 449 514 14 525 
External Debt (Year End) 1,695 1,995 18 2,360 
Debt Service Ratio (%)2/ 13.3 15.2 - 18.5 
Terms of Trade (1978=100) 46 38 - 38 


Main Imports from U.S. (1982): Aircraft ($107 million), Wheat ($25 million), 
Machinery and Equipment ($5 million), Construction Equipment ($5 million). 


NOTES: 1/7 Includes public transfers. 2/7 Includes IMF repurchases. 


SOURCES: Central Bank Annual Report, 1982; Public Investment, 1983-87; 
Customs Data. 





SUMMARY 


The voters have given the United National Party, under 
President J.R. Jayewardene, a new 6-year mandate, endorsing 
the Government's policies and paving the way for a long period 
of continued political stability in Sri Lanka. Prospects for 
annual real GDP growth in the 5-6 percent range appear reason- 
ably good. The country's ambitious capital development program 
will continue to place severe strains on the national budget, 
but things should improve with the completion of the Mahaweli 
hydroelectric/irrigation scheme towards the latter half of the 
1980's; in the meantime, inflation is likely to surge back in 
1983 and continue to be a problem thereafter. The most 
important challenges in the years ahead will be stimulation of 
the private industrial sector, expansion of exports, and repay- 
ment of the mounting external debt. 


Relations between Sri Lanka and the United States are very good. 
There appears to be ample scope for an expansion of U.S. invest- 
ment, and some expansion of trade within the constraints of 

Sri Lanka's small domestic market. 


I. CURRENT ECONOMIC SITUATION AND TRENDS 


THE POLITICAL SETTING 


Events in Sri Lanka during the past several months seem to have 
set the stage for a period of political stability and economic 
consolidation through at least the end of this decade. 
President J.R. Jayewardene, still in good health at age 77, has 
been elected to a new 6-year term running up to February 
1989. Concurrently, his ruling United National Party (UNP) 
will retain its 4/5 majority in Parliament for another 5 

years -- to August 1989 -- by virtue of decisive victories in 
a nationwide referendum in December 1982, and in Parliamentary 
by-elections in May 1983. 


On the economic front, the voters' endorsement of a further 6 

years of UNP rule will give the Government a rare opportunity 

to carry forward and consolidate, the open-market policies of 

the past 6 years. Since its accession to office in 1977, 

the UNP leadership has pursued an ambitious program of economic 
reform aimed at loosening the structure of government controls, 
allowing freer play to market forces (both domestic and external) ,and 
stimulating rapid growth through capital development. The 

Government now has another 6 years to bring this program to 
fruition. 


Note: This paper and 1ts economic projections were prepared in early 
June 1983, prior to the communal disturbances in Sri Lanka in 
July 1983. Revised economic projections can be obtained from the 
U.S. Department of Commerce in Washington, D.C. or the American 
Embassy in Colombo, Sri Lanka. 
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With elections out of the way, the most pressing item on the 
political agenda is likely to be the problem of disaffection 
among the Tamil ethnic minority. Discussions seem likely to 
resume between the Government and leaders of the Tamil commu- 
nity, to find ways of dealing with Tamil concerns; in the 
meantime, the Government is taking a very tough line with 
regard to terrorist activity by Tamil "Tigers." So far, the 
problem has been well-contained and does not appear to have 
had a significant impact on economic development of the island 
as a whole. 


PROSPECTS FOR ECONOMIC GROWTH 


By the standards of the post-1977 era, the 5.1 percent real GDP 
growth rate in 1982 was somewhat below par. This was due in 

part to a severe drought affecting agricultural production and, 
in part, perhaps, to a general quiescence which seemed to descend 
upon the economy, particularly the construction sector, during 
the months leading up to national elections in October and 
December. 


In its planning document Public Investment 1983-1987, the Sri 
Lankan Government aims for a real GDP growth rate of 6.1 percent 
in 1983 and an average annual growth rate of 5.6 percent over 
the full 5-year period. This assumes a sharp recovery in 
both agriculture and construction. It also assumes, somewhat 
more problematically, that current efforts to inject greater 
vitality into the manufacturing sector will be successful. The 
following table shows official growth targets for 1983: 


Percent of Projected 
Real GDP Real Growth Real Growth 
in 1982 in 1982 in 1983 


Agriculture, Forestry, Fishing 24 2.6 5 
--Tea ..7) (-10.7) (5) 
--Rubber (0.8) (0.6) (0) 
--Coconut (2.6) (11.3) (2) 
--Paddy (5.8) (-3.4) (11) 
Mining and Quarrying 3 4.1 a3 
Manufacturing 14 » 6.5 
Construction 5 10 
Services 54 


Total Real GDP 100 


AGRICULTURE: Agriculture has been traditionally Sri Lanka's 
most productive sector, accounting for half the island's employ- 
ment and more than half of its exports. For the past 10 or 
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20 years, however, there has been a discernible slump in 
the performance of the three major plantation crops -- tea, 
rubber, and coconuts. The declining yields of recent years 
are attributed to a variety of factors, including low producer 
margins, insufficient use of fertilizer, and poor management 
of the estates since the sweeping nationalization measures of 
1972. Efforts are currently underway to boost productivity 

in the tree crop sector, through replanting programs and other 
measures, but it will be several years at least before signif- 
icant results may be expected. 


In the meantime, the vitality of the agricultural sector must 
come from rice paddy and other food crops. The virtual 
explosion in paddy output since 1977 has been one of the great 
success stories of the current Government. Production of paddy 
has increased from 60 million bushels in 1976, to 103 million 
bushels in 1982, despite serious droughts which are estimated 
to have cost about 18 million bushels last year; during the same 
According to one private study (Government forecasts are even 
more optimistic), the island should achieve self-sufficiency 

in rice, at a per capita consumption level of 110 kg per year, by 
1987-88. At the same time, prospects are good for a healthy 
expansion of other food crops such as soybeans, ground nuts, 
fruits, and vegetables. 


INDUSTRY: The contribution of the manufacturing sector to 
Gross Domestic Product (GDP) in 1982 amounted to about 14.1 
billion rupees or $676 million at current factor cost prices. 
Of that amount, fully 86 percent fell into three general cat- 
egories: (a) chemicals, petroleum, coal, rubber, and plastic 
products; (b) food, beverages, and tobacco; and (c) textiles, 
wearing apparel, and leather products. Despite recent efforts 
to promote private sector development, most of the nation's 
industrial output still comes from government-owned public 
corporations. 


As a result, perhaps, of the overbearing weight and relative 
inefficiency of public corporations, growth in the industrial 
sector has not been as dynamic as hoped. One notable exception 
is the Investment Promotion Zone, which now has 52 
large-scale, modern factories in operation, employing about 
25,000 workers. Outside the Investment Promotion Zone, 
there are scattered enclaves of high-grade industrial activity 
such as the Ceylon Petroleum Corporation (which operates Sri 
Lanka's sole refinery, using imported crude oil), certain seg- 
ments of the textile and garment industry, and the Prima Flour 
Mill at Trincomalee. Generally, however, private sector 
industrial development has not yet caught fire, as it must if 
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Sri Lanka is to follow in the footsteps of Singapore and other 
models of export-led development. 


The Government is aware of the need for further measures to 
improve the climate for private industry and is taking steps 
in that direction, including a gradual divestiture of 
government-owned corporations, tariff reform; exchange rate 
reform, and the creation of special incentives for export 
industries. The Government is considering further 

development of resource-based industry which would add value 

to Sri Lanka's agricultural and mineral production. One con- 
crete project now under consideration is a joint venture invest- 
ment by the Agrico Chemical Co. of the United States and the 
State Mining and Minerals Development Corporation for the 
development of Sri Lanka's rich phosphate resources and the 
operation of a fertilizer plant at Trincomalee. Another is the 
Sevanagala Sugar Development Project, financed by the Asian 
Development Bank. 


In summary, prospects for economic growth in the 5-6 percent 
range are reasonably good in 1983 and in years to follow. 
Agriculture should rebound from the 1982 drought and, weather 
permitting, settle down to a growth level of about 4 percent 
from 1984 onwards. Construction, too, should bounce back with 
elections out of the way, and as the public investment program 
enters its peak years. The biggest question mark is whether 
industrial growth will take off as hoped; this will require a 
concerted effort by both Government and business. 


FREE TRADE ZONE ENTERING MATURITY 


After just five years in existence, the Investment Promotion 
Zone -- popularly known as the Free Trade Zone -- is easily 

the most dynamic center of modern industrial activity in Sri 
Lanka. It must be considered at least a qualified success. 

At yearend 1982, there were 52 factories in commercial pro- 
duction, employing 25,000 workers, and representing a total 
equity investment of about $53 million at current exchange rates. 
About two-thirds of the investment comes from foreign sources. 
According to figures compiled by the Greater Colombo Economic 
Commission (GCEC), gross export earnings increased geometrically 
during the full 4 years of operation, amounting to about 

$79 million in 1982. 


One source of concern in the Zone has been the preponderance 
of garment factories, which accounted for more than half of 
all the factories in commercial production, 69 percent of 
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employed workers, and 78 percent of export earnings in 1982. 

As domestically-produced fabric does not yet meet international 
standards, virtually all of the raw material for Free Trade 
Zone garments must come from abroad. Efforts are now underway 
not only to upgrade local fabrics, but also to diversify the 
manufacturing base in the Zone. In 1982, of 14 new investments 
approved by the GCEC, only two were in the garment industry; 
the remainder were in such industries as basic metal and 
engineering products, agricultural processing, and paper prod- 
ucts. In 1984, there will be a major breakthrough into 
electronics when the Harris Corporation (U.S.) begins 

assembly of semiconductors. 


In the near term, the benefit from the Free Trade Zone has come 
in the form of foreign capital and the creation of new employ- 
ment opportunities. However, the ultimate payoff -- transfer 
of technology, work habits, and managerial knowhow, and link- 
ages with feeder industries outside the Zone --is a gradual 
process which cannot be expected to come to fruition for sev- 
eral more years. 


MAHAWELI PROGRAM ON SCHEDULE 


The Accelerated Mahaweli River hydroelectric/irrigation/re- 
settlement program, an enormously complex and expensive under- 
taking for a country of Sri Lanka's size, is the centerpiece 
of the national development program for the 1980s. Originally 
conceived as a 30-year undertaking, the program involves the 
construction of several dams in the mountainous interior of 
the country and a network of downstream irrigation canals 
extending in a wide diagonal swath northeast to the Trincomalee 
region. The dams will provide badly needed hydroelectric 
power, while the irrigation works open up dryland areas to 
intensive agriculture and resettlement of landless farmers. 
Under the accelerated program, it is expected that the bulk of 
the construction work on the large dams will be completed 
during 1980-86, although downstream development projects will 
continue for many years. 


Up to the end of 1982, foreign aid financed most of the Rs. 13.3 
billion expenditure incurred for the Mahaweli program. Major 
donors include Canada (Maduru Oya), the United Kingdom (Victoria), 
Sweden (Kotmale), West Germany (Randenigala), and the United 
States (downstream System B and parts of System H). An addition- 
al Rs. 29.9 billion is earmarked for the program during 1983-87, 
with expenditures peaking in 1984. Following is a thumbnail 
sketch of the major components of the program: 





(Rupees Million) 


Genera- Construc- Projected 
ting tion Expenditure Expenditure 
Headworks Capacity Period Thru 1982 1983-87 


Maduru Oya - 1980-83 1,984 355 
Victoria 210 mw 1980-84 2,997 3,770 
Kotmale 132 mw 1980-85 3,511 4,890 
Randenigala 130 mw 1982-87 640 3,930 
Rantambe 40 mw 1986-89 0 1,643 


Downstream Acreage to 
Irrigation be settled 


System B 120,000 1982-86 510 7,626 
System C 60,000 1980-86 740 2,061 
System H 106,000 1978-82 2,099 1,010 
System G 1,300 1982-87 8 259 


As of mid-1983, work seems to have proceeded remarkably well 
on schedule; there are no major bottlenecks in any of the 
individual projects. The most advanced segment of the program 
is downstream System H, where farmer settlements are almost 
100 percent complete. 'c 


ENERGY OUTLOOK 


With the rising level of economic activity since 1977, the 
demand for energy in Sri Lanka is on a steep upward curve. 
Between 1978 and 1981, demand for electricity and petroleum 
products rose at average annual rates of 12 percent and 10 
percent, respectively. 


The pattern of energy consumption in 1980 was estimated as 
follows: 


(000 tons of oil equivalent) 
Direct Fuelwood | Percent- 


Petroleum 


Industry/Commercial 225.5 
Transport 607.3 
Households 221.0 
Other 40.5 


Percentage 
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The high cost of imported oil has placed severe strains on Sri 
Lanka's balance of payments. In 1982, gross oil imports amounted 
to Rs. 12.152 million (about $583 million), equivalent to 29 
percent of total imports, 57 percent of total exports, and 13 
percent of GDP. A portion of those oil imports were used for 

the generation of electricity. 


Sri Lanka's great strength lies in its hydropower potential, 
estimated at about 2,000 MW, with an annual energy produc- 
tion capability equivalent to about 2 million tons of oil per 
year. With the hydropower capacity already in place and under 
construction, it is estimated that about 50 percent of Sri 
Lanka's potential will be harnessed by the end of the 1980s. 
Energy planners hope this will obviate the need for fossil-fuel 
based electric power generation, except on a standby basis, for 
a few years at least. 


Thus, Sri Lanka is taking steps to make use of its hydropower 
potential, but prospects are that oil imports will continue to 
place major strains on the balance of payments. Oil exploration 
efforts are underway, mainly offshore, but there have been no 
discoveries to date and no indications of significant reserves. 


BUDGET IMBALANCE CONTINUES 


One of the most serious problems facing the Government during 
the post-1977 era is the chronic and expanding budget deficit 


induced in part by ambitious capital development programs such as the 
Mahaweli program. With the exception of a slight decline in 

1981, budget deficits have increased steadily from Rs. 3.1 billion 

in 1977, to Rs. 20.3 billion in 1982. The problem is well illus- 
trated in the following table: 


(Rs. million) -- Projected -- 


198219831984 


GDP at Current Market Prices 100,100 124,300 147,610 


Budget Deficit 20,288 23,385 21,222 
-- as % of GDP 20 19 14 


Budget Expenditures 38,097 49,119 49,592 
-- as % of GDP 38 39 34 


Mahaweli Capital Expenditures 7,313 6,773 7,271 
-- as % of budget 19 14 15 
-- as % of GDP 7 > 5 
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Budget expenditures are expected to amount to 39 percent of 

GDP in 1983, with a budget deficit equal to 19 percent of GDP, 

or about $1 billion at current exchange rates. Of that amount, the 
Government hopes that about 60 percent will be covered by foreign 
financina and an additional 34 percent by domestic savings, 
leaving just 6 percent or Rs. 1.4 billion to be funded through 
the highly inflationary expedient of domestic bank borrowing. 
However, if either of the first two sources of financing falls 
short of expectations, there will be need for additional bank 
borrowing and the inflationary impact of the budget deficit will 
be all the greater. 


Apart from its inflationary impact, Sri Lanka's chronic budget 
deficit exacts a cost in future debt service payments. In 1983, 
for example, fully 25 percent of the budget will be devoted to 
paying off past debt -- almost twice the amount going to the 
Mahaweli program. 


The Government is well aware of the dangers inherent in the 
budget deficit, and is attempting to contain the problem. In 
1983, taxes and import duties have been raised to increase 
budget revenues, price subsidies for certain consumer products 
have been scaled back, and a two-year moratorium has been 
called on new capital development projects. In 1985, expendi- 
tures on the Mahaweli program should begin to taper off, thus 
easing the pressure substantially. Through these and other 
measures, the Government hopes to reduce the deficit/GDP ratio 
to 9 percent by 1987. 


INFLATION ON THE RISE AGAIN 


The pleasant surprise of election year 1982 was a sharp reduc- 
tion in the inflation rate to 11 percent, the lowest in several 
years. This was achieved, despite substantial expansion of 

the money supply, chiefly as a result of three factors: (a) the 
worldwide recession, contributing to bargain prices for major 
imported items such as rice, wheat, sugar, and crude oil; (b) 
an increasingly overvalued rupee, making imported goods even 
cheaper than they would otherwise be; and (c) government price 
controls over certain "daily essentials" such as rice, public 
transport, kerosene, etc., which together make up a large 
portion of the typical household market basket. 


Beginning in the early months of 1983, however, there have been 
definite signs of a new upturn in prices, due in part to action 
by the Government in relaxing some of these controls and re- 
leasing pent-up inflationary pressures. As of mid-1983, some 
of the key measures have been: (a) a controlled depreciation 
of the rupee from Rs. 20.9 to Rs. 23.0 per USS1, 
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an increase in business turnover taxes and import duties; and 
(c) the partial removal of price subsidies on bus and rail 
transport and petroleum products. The Government estimates 
that inflation will reach 16 percent in 1983. This may be a 
shade optimistic; the underlying pressures induced by recurrent 
budget deficits and other factors appear quite strong in 1983 
and will probably continue into future years. 


BALANCE OF PAYMENTS: A MAJOR CONCERN FOR THE FUTURE 


Two years ago, Sri Lanka's number one economic concern was 
inflation. Today, attention has shifted to the rapidly-mounting 
foreign debt generated by chronic and growing trade deficits 
of the past several years. Fueled by import liberalization 

and by the high-growth policies of the current Government, the 
trade gap has grown continuously from Rs. 2.4 billion in 1978 
to Rs. 20.5 billion in 1982. 


The structure of Sri Lanka's foreign trade in 1982 was as 
follows: 


(Rs. million) 


Exports Imports 
Tea 6,342 Petroleum 12,274 


Textiles/Garments 3,502 Transport Equipment 5,529 
Petroleum Products 3,280 Machinery/Equipment 3,964 
Rubber 2,323 Sugar 955 
Minor Agricultural 

Products 1,646 Rice 925 
Coconuts 1,496 Chemicals 729 
Other 2,865 Other 17,570 


Total 21,454 Total 41,946 


Import figures are swollen somewhat by one-time purchases of 
ships and aircraft, but we must assume that the heavy burden of 
imported oil represents a long-term trend, even with lower prices. 
Thanks to substantial inflows of foreign exchange from tourism 
and remittances from Sri Lankans working overseas, the current 
account deficit is less ominous -- about Rs. 11.8 billion or 
$566 million in 1982. Still, even this represents a sizable 
share of Sri Lanka's modest GNP -- about 13 percent -- to be 
offset by inflows of foreign loans and grants. Indications are 
that the balance-of-payments deficit and foreign capital 
requirements will be on generally the same order of magnitude 
in 1983 and for several years thereafter. 
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FOREIGN DEBT: Sri Lanka has been very fortunate in obtaining 
extremely advantageous terms for its foreign borrowing, most of 
which has been in the form of concessional loans and grants 
from western aid donors. As a result, the debt servicing bur- 
den has been kept to a minimum. According to Central Bank 
figures, total external debt (including IMF drawings) stood at 
about $2 billion at yearend 1982. Debt service payments 
amounted to about $212 million during the course of the year, 
resulting in a debt service ratio of 15.2 percent. 


All indications are that the external debt service burden will 
continue to rise steeply through most of the 1980s as grace 
periods expire and new loans are incurred for completion of 
the capital development program. Although much depends on 
export performance, it appears inevitable that the debt ser- 
vice ratio will also go up. 


EXPORT DEVELOPMENT: From the foregoing, it is clear that 
expansion of the export sector must be Sri Lanka's number one 
economic priority in the years ahead. Unfortunately, progress 
in the past five years has been disappointing due in part to 
the stagnation of the traditional plantation sector (tea, 
rubber, and coconuts). According to government data, 
"traditional" exports in SDR terms declined at an average 
annual rate of 6.3 percent during 1977-82, while non- 
traditional exports grew at a rate of 28 percent, yielding 
an overall growth rate of just 5 percent. The Government 
estimates that this rate needs to be doubled to about 10 per- 
cent per annum, to maintain present levels of import and debt 
servicing requirements. 


To deal with this problem, the Government has identified a 
number of broad issues that must be addressed in creating the 
proper environment for export expansion. They include: 
improvement of export incentives, removal of production bottle- 
necks, restoration of dynamism to the plantation sector, 
development of new export industries, improvement of infra- 
structural facilities, and upgrading technology. Sri Lanka's 
success in weathering the middle 1980s may well depend on how 
promptly and effectively these intentions are translated into 
concrete action. 


EXCHANGE RATE POLICY: As noted earlier, the Sri Lankan Government 
(GSL) allowed the rupee to depreciate during the first few 

months of 1983, from Rs. 20.9 to Rs. 23.0 per U.S. dollar. 

There are much-publicized recommendations from international 
financial institutions to let the rupee fall further, to the 

range of about Rs. 27 per US$1. Obviously, any decision 

the GSL makes on the exchange rate will be based on a very 
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careful consideration of the many factors involved, including 
the domestic politico-economic impact. Despite the strength 
of its parliamentary majority and its voter support at the 
polls, the Government appears concerned about the long-term 
political impact of a rate substantially higher than it is now. 


II. IMPLICATIONS FOR THE UNITED STATES 


GENERAL: In international affairs, Sri Lanka puts heavy em- 
phasis on multilateral diplomacy and follows a strictly -- if 
moderate -- nonaligned foreign policy, balancing its relations 
carefully between the major power blocs. However, bilateral 
relations between Sri Lanka and the United States are verv good, 
and because of the critical importance of foreign trade and 
investment to its economic development, Sri Lanka has turned 

to the United States and to other OECD countries as natural 
partners in the economic arena. In 1982, the United States 
was by far the largest single market for Sri Lankan exports 
($143 million), and supplied about 17 percent of all foreign 
aid disbursed during the year ($72 million). In addition, 

the United States is seen as a significant source of new 
foreign investment in the years ahead, provided Sri Lanka con- 
tinues to encourage and remove obstacles to such investment. 


TRADE: The UNP Government remains firmly committed to its open 
SS ee, ° * 5 * 

trading policy, and shows no sign of considering a return to 
quantitative import controls. However, in view of Sri Lanka's 
chronic and serious trade deficits, which are generally recog- 
nized as unsustainable for very long, there is a move afoot 

to restructure the tariff schedule in such a way as to give 
greater protection to import-substituting industries. In 
February, 1983, the Government imposed an across-the-board 
tariff hike primarily as a budget revenue measure. Subsequent- 
ly, Government spokesmen have announced the preparation of a 
new tariff schedule ranging from 30 to 100 percent, aimed at 
protecting certain carefully screened domestic industries. 

With its mid-1983 population of about 15.3 million and per 
capita annual income in the $300 range, Sri Lanka does not offer 
a particularly large market for U.S. exports. In 1982, major 
U.S. sales to Sri Lanka included aircraft, wheat, machinery, 
telecommunications equipment, and construction equipment. 

For 1983-84, the Embassy has identified the followina 

products as having highest potential for additional U.S. exports: 


© Medical and Hospital Equipment 
© Automated Data Processing and Business Equipment 
© Agricultural Processing Equipment 
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o Chemicals and Pharmaceuticals 


© Power Generation and Transmission Equipment 


© Construction Equipment 


© Hotel and Restaurant Equipment 


INVESTMENT: As of mid-1983, U.S. investment in Sri Lanka remains 
at a relatively modest $7-$8 million. American Express, Bank of 
America, and Citibank all have branch offices in Colombo, 

while Girard Bank and Bankers Trust have opened up representa- 
tive offices. Other major U.S. investments -- many of them 
longstanding -- include IBM, Pfizer, Singer, Union Carbide, 
Warner-Hudnut, Muller and Phipps, and NCR Corporation, several 
of whom have manufacturing facilities aimed at the Sri Lankan 
market. In addition, there are a number of large new invest- 
ments currently in preliminary stages, including Harris Corpora- 
tion (semiconductors), and Agrico Chemical Co. (phosphates/ 
fertilizer). 


The Government is interested in attracting more foreign invest- 
ment to Sri Lanka, particularly in areas which will generate 
high employment, make use of Sri Lankan resources to the great- 
est extent possible, and result in a transfer of technology ind 
managerial expertise. Agro-based industries, food and rubber 
processing, textiles and garments, tourism, electronics, and 
mineral-based industries have been identified as areas of 
investment that are both promising and desirable. 


The attractions of investing in Sri Lanka include political 
stability; a low-cost, literate, and trainable work force; 
generous tax incentives (for export industries); and geographic 
proximity to Asian and Middle Eastern markets. Some difficul- 
ties that have been observed include occasional infrastructure 
bottlenecks (most notably poor roads and, during the dry season, 
power outages), high electricity surcharges, and often pro- 
longed negotiations necessary particularly when dealing with 
the Government as a joint venture partner. The current acute 
shortage of foreign exchange means that foreign financing is 
usually a key component of any investment or major sales 
agreement. 


Investing in the Free Trade Zone short-circuits many of the 
obstacles and offers a special attraction to U.S. firms inter- 
ested in investing in Sri Lanka for export to overseas markets. 
Foreign investors are permitted 100 percent equity ownership, 
and imports are of course duty free. Tax exemptions of up to 
10 years have been granted in the past, but this incentive is 
being cut back somewhat; in view of Sri Lanka's growing budget 
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revenue requirements, tax holidays for future investments are 


likely to be shorter. However, this change does not appear to be a 
significant disincentive. 


Finally, U.S. investors will be interested to note that Sri 
Lanka is one of a handful of developing countries, worldwide, 
singled out for special emphasis in the new "Private Enterprise 
Promotion" program under the U.S. Agency for Inter- 

national Development (AID). A small project has already been 
set up under AID auspices to study ways in which foreign 

and domestic investment in Sri Lanka might be facilitated as 

a means of promoting the development process. As part of that 
effort, the U.S. consulting firm Arthur D. Little has prepared 
a four-volume report identifying the most promising areas for 
new investment, including rubber-based industries, light 
engineering, minerals processing, fisheries, fruits and 
vegetables, and coconut products. A separate organization -- 
the Joint Agricultural Consultative Committee (JACC) -- has been 
set up to promote U.S. investments specifically in the area of 
agro-based industry. 


% U.s. GOVERNMENT PRINTING OFFICE: 1983-421-007:559 
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